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SUBJECT: AUDIT OF YUCCA VALLEY FIRE PROTECTION DISTRICT
FOR THE FISCAL YEAR ENDED JUNE 30, 2007

Introductory Remarks

In compliance with Section 26909 of the California Government Code, we have completed
an audit of Yucca Valley Fire Protection District for the fiscal year ended June 30, 2007.

Auditor's Report

We have audited the accompanying financial statements of the governmental activities,
the business-type activities, each major fund, and the remaining aggregate fund
information of the County of San Bernardino Special District’s Yucca Valley Fire Protection
District (District), a component unit of the County of San Bernardino, California, as of and
for the year ended June 30, 2007, which collectively comprise the District's basic financial
statements as listed in the table of contents. These financial statements are the
responsibility of the District's management. Our responsibility is to express opinions on
these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the minimum audit requirements and reporting guidelines for
California Special Districts required by the Office of the State Controller. Those standards
require that we ptan and perform the audit to obtain reasonable assurance about whether
the financial statements are free from material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and
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significant estimates made by management, as well as evaluating the overall financial

statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities, the business-type
activities, each major fund, and the remaining aggregate fund information of the District, as
of June 30, 2007, and the respective changes in financial position and cash flows thereof
for the year then ended in conformity with accounting principies generally accepted in the
United States of America as well as accounting systems prescribed by the State
Controller's Office and the state regulations governing Special Districts.

The accompanying budgetary comparison information on page 28 is not a required part of
the basic financial statements but is supplementary information required by the
Governmental Accounting Standards Board. We have applied certain limited procedures,
which consisted principally of inquiries of management regarding the methods of

measurement and presentation of the required supplementary information. However, we
did not audit the information and express no opinion on it.

The District has not presented the Management's Discussion and Analysis that the

Governmental Accounting Standards Board has determined is necessary to supplement,
although not required to be a part of, the basic financial statements.

Respectfully submitted,

Larry Walker
Auditor/Controller-Recordss

By:

Howard M. Ochi, CPA Quarterly copies to:
internal Audits Manager

County Administrative Office
Board of Supervisors (5)
Grand Jury (2)

Audit File (2)

LDW:HMO:RLA:mah. 1 Date Report Distributed: Qﬁg 7/6



County of San Bernardino Special Districts
Yucca Valley Fire Protection District

Statement of Net Assets
June 30, 2007
Governmental Business-Type
Activities Activities Total
ASSETS
Current assets:
Cash and cash eguivaients 3 850,209 3 31,999 $ 982,208
Accounts Receivabie - 1,083,231 1,083,231
Less allowance for uncollectible accounts - (834,312) (834,312)
Taxes receivable 392,779 - 392,779
interestreceivable 50 1,719 1,769
Due from other governments 139,842 - 139,842
Total curent assets 1,482 880 282,637 1,765,517
Noncument assets:
Capital assets:
Land 8,271 “ 8,271
Improvements to iahd 36,866 - 35,866
Structures and improvements 222,880 - 222,880
Eguipment and vehicles 1,865,245 62,522 2,017,767
Less accumuiated depreciation {1,678,628) (29,687) {1,708,325)
Total nohcurrent assets 545,634 32,825 578,459
Total assets $ 2,028,514 $ 315,462 $ 2,343,976
LIABILITIES
Current liabiiities:
Accounts payable $ 8,845 $ - $ 8,845
Salaries and benefits payable 7,075 - 7,075
Due to other govermments 346,806 189 345,995
Total cumrent liabilities 362,526 189 362,715
Noncurrent Eabilities:
Employee compensated absences 12,815 - 12,815
Tota! noncurrent lizbilifies 12,815 - 12,815
Total tiabilifes 375,341 189 375,530
NET ASSETS
invested in capital assels 545634 32,825 578,459
Unrestricted 1,107,539 282,448 1,389,887
Totat net assets 1,853,173 315,273 1,968,446
Totzl tiabilites and net assels $ 2,028,514 % 315,462 $ 2,343,978

The notes to the financial statements are an integral part of this statement
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County of San Bernardino Special Districts
Yucca Valley Fire Protection District
Statement of Activities
For the Fiscal Year Ended June 30, 2007

Governmental Business-type
Activities Activities Total
EXPENSES
Saleries and benefits $ 171275 & - § 171,275
Professional services 3,360,804 139,058 3,500,762
Services and supplies 711,773 130,152 841,925
Rents and leases 14,370 - 14,370
Contributions to other governments 8,755 - 8,755
Depreciation 73,819 23,164 96,883
Total expenses 4,340,796 293,274 4,634,070
PROGRAN REVENUES
Charges for services 46 998 886 144 933,142
Total program revenues 45,998 886,144 933,142
Net program (expense) revenue (4,293,798) 592,870 {3,700,928)
GENERAIL REVENUES
Property taxes 4,021,308 - 4,021,309
Interest 270 8,000 8,279
State aid 51,824 - 51,924
Federal aid 17,464 - 17,464
Other 163,788 - 163,788
Contributions from other governments 472,853 - 472 853
Transfers in (out) 577,082 {577,062) -
Total general revenues and transfers 5,304,670 (569,053} 4,735817
Changein net assets 1,010,872 23,817 1,034,689
Net assets - beginning 642 301 291,458 933,757
Net assets - ending 3 1,653,173 § 315273 § 1,968,446
e

The notes to the financial statements are an integral part of this statement



County of San Bernardino Special Districts
Yucca Valley Fire Protection District

Balance Sheet

Governmental Funds

June 30, 2007
MAJOR NONMAJOR
FUND FUND
SPECIAL STATION Total
REVENUE REMODEL Governmental
FUND {SRS) (CKA) Funds
ASSETS
Cash and cash equivalents $ 945807 3 4402 $ 850,208
interest receivable - 50 50
Taxes receivable 392,779 392,779
Due from other governments 139,842 139,842
Total assels $ 1478428 $ 4 452 $ 1,482,880
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable $ 8,645 3 - $ 8,645
Salaries and benefits payable 7.075 - 7,075
Due to other governments 346,808 - 346,806
Total liabilities 362 526 - 362,526

Fund balances:

Reserved for encumbrances 88,577 - 88,577

Unreserved 1,027,325 4,452 1,031,777
Total fund balances 1,115,902 4452 1,120,354
Total liabilities and fund balances $ 1476428 5 4,452

Reconciliation of Governmental Balance Sheet
to Statement of Net Assets

Amounts reported for governmental activities in the Statement of Net Assets
are different because:
Capital assets used in governmental activities are not financial resources
and, therefore, are not reported in the funds. 545,634
Long-term liabilities are not due and payable in the current period and,
therefore, are not reported inthe funds. {12,815)
Net assets of governmental activities $ 1,853,173

5.

The notes fo the financial statements are an integral part of this statement.



County of San Bernardino Special Districts

Yucca Valley Fire Protection District

Statement of Revenues, Expenditures, and Changes in Fund Balances
Governmental Funds
For the Fiscal Year Ended June 30, 2007

MAJOR NONMAJOR
FUND FUND
SPECIAL STATION Total
REVENUE REMODEL Governmental
FUND (SRS) (CKA) Funds
REVENUES
Property taxes $ 4,021,309 5 - $ 4,021,308
Interest - 270 270
Rents and concessions 48 698 - 46,998
State ald-homeowner's exemption 51,924 - 51,924
Federal aid 17,464 - 17,464
Contributions from other governments 411,985 - 411,995
Other 163,788 - 163,788
Total revenues 4,713,478 270 4,713,748
EXPENDITURES
Salaries and benefits 171,838 - 171,839
Professional Services 3,503,192 - 3,503,192
Services and supplies 711,773 - 711,773
Rents and leases 14,370 - 14,370
Capital outlay:
Structures and improvementis 27,506 - 27,508
Vehicles 123,723 - 123,723
Total expenditures 4,552,403 - 4,552,403
Excess of revenues over {under) expenditures 161,075 270 161,345
OTHER FINANCING SOURCES (USES)
Transfers in 528,387 - 528,387
Total other financing sources {uses) 528,387 - 528,387
Net change in fund balances 689,462 270 689,732
Fund balances - beginning 426,440 4,182 430,622
Fund balances - ending $  1,1150802 $ 4,452 $ 1,120,354
B-

The notes to the financial statements are an integral part of this statement.



County of San Bernardino Special Districts
Yucca Valley Fire Protection District
Reconciliation of the Statement of Revenues,
Expenditures, and Changes in Fund Balances of Governmental Funds
To the Statement of Activities
For the Fiscal Year Ended June 30, 2007

Net change in fund balances - total governmental funds $ 689,732

Amourts reported for governmental activities in the statement of activities are
different because:

Governmental funds report capital outlays as expenditures. Howewer, in the

statement of activities the cost of those assets is allocated over their estimated

useful lives and reported as depreciation expense. This is the amount by which

capital outiay exceeded depreciation expense in the current period. 77,410

Capital assets used in governmental activities are not financial resources and,
therefore, are not reported inthe funds. This is the net amount of capital assets
transferred to and from governmental activities. 100,778

Gowvernmental expenses in the current period do not include the removal
of amounts recognized as depreciation expense in the prior period 142388

Some expenditures inthe statement of activities do not require the use of

currert financial resources and, therefore, are not reported as expenditures in
governmental funds. Decrease in compensated absences. 564

Changein net assets of govermental activities $ 1,010,872

-7-

The notes to the financial statements are an integral part of this statement.



County of San Bernardino Special Districts

Yucca Valley Fire Protection District
Statement of Net Assets
Propriety Fund
June 30, 2007

ASSETS
Current asseis:
Cash and cash equivalents
Accounts receivable
Less allowance for uncollectible accounts
Interest receivable
Total current assets

Noncurrent assefs:
Capital assets:
Equipment and vehicles
Less accumulated depreciation
Total noncurrent assets
Total assets

LIABILITIES
Current liabilities:
Due to other governments
Total liabilities

NET ASSETS
invested in capital assefs
Unrestricted
Total net assets

-8-

Enterprise
Fund
Ambulance

$ 31,999
1,083,231
(834,312)
1,719

282 637

62,622
(29,697)
32,825

$ 315,462

3 189
189

32,825
282,448
315,273

The notes to the financial statements are an integral part of this statement.



County of San Bernardino Special Districts
Yucca Valley Fire Protection District
Statement of Revenues, Expenses, and Changes in Fund Net Assets
Proprietary Fund
For the Fiscal Year Ended June 30, 2007

Enterprise
Fund
Ambulance
OPERATING REVENUES
Charges for services $ 886,144
Total operating revenues 886,144
OPERATING EXPENSES
Professional services 139,958
Services and supplies 130,152
Depreciation 23,164
Total operating expenses 293,274
Operating income {l0ss) 592,870
NONOPERATING REVENUES (EXPENSES)
Interest revenue 8,000
Total nonoperating revenues (expenses) 8,009
income before contriputions and transfers 600,879
Transfers Out (577,062}
Change in net assets 23,817
Net assets - beginning 291,456

Net assets - ending $ 315,273

-0-

The notes to the financial statements are an integral part of this statement



County of San Bernardino Special Districts
Yucca Valley Fire Protection District
Statement of Cash Flows
Proprietary Fund
For the Fiscal Year Ended June 30, 2007

Enterprise Fund

Ambulance
CASH FLOWS FROM OPERATING ACTIVITIES
Received from user charges $ 829,195
Payments to suppliers for goods and services (368,034)
Net cash provided by operating activities 461,161
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Transfers out (528,387)
Net cash used by noncapital financing activities (528,387)
CASH FLLOWS FROM INVESTING ACTIVITIES
interest revenue 7,251
Net cash provided {used) by investing activities 7,251
Net increase (decrease) in cash and cash equivalents {59,975)
Cash and cash equivalents - beginning 91,974
Cash and cash equivalents - ending $ 31,999
Reconciliation of operating income (loss) to net cash provided by operating activities:
QOperating income (loss) $ 592,870
Adjustments to reconcile operating income to net cash provided by
operating activities:
Depreciation expense 23,164
Change in assets and liabilities:
Receivables, net (56,949)
Bue to other govermments (97,924)
Net cash provided by operating activities $ 481,181
-10-

The notes to the financial statements are an integral part of this statement.



County of San Bernardino Special Districts
Yucca Valley Fire Protection District
Notes to the Financial Statement
For the Fiscal Year Ended June 30, 2007

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Reporting Entity

The Yucca Valley Fire Protection District (District) is a special district located within the
County of San Bernardino. The District has governmental powers as established by the
San Bernardino County Government Charter (County). The County was established in
1852 as a legal subdivision of the State of California.

The District was established by an act of the Board of Supervisors of the County of San
Bernardino in July 1951, with the active powers of fire (suppression, prevention, first aid,
and rescue). Currently, the governmental reporting entity consists of fire protection and
emergency medical services to the community of Yucca Valley.

The District is a component unit of the County. Component units are legally separate
organizations for which the Board is financially accountable or other organizations whose
nature and significant relationship with the County are such that exclusion would cause the
County’s financial statements to be misleading or incomplete. Financial accountability is
defined as the appointment of a voting majority of the component unit's board, and (i)
either the County's ability fo impose its will on the organization or (i) there is potential for

the organization to provide a financial benefit to or impose a financial burden on the
County.

The accompanying financial statements reflect only the accounts of the District and are not
intended to present the financial position of the County taken as a whole.

Government-wide and fund financial statements

The government-wide financial statements (i.e., the Statement of Net Assets and the
Statement of Activities) report information on all of the nonfiduciary activities of the
reporting entity. Governmental activities, which normally are supported by taxes and
intergovernmental revenues, are reported separately from business-type activities, which
rely fo a significant extent on fees and charges for support.

The Statement of Activities demonstrates the degree to which the direct expenses of a
given function or segment are offset by program revenues. Direct expenses are those that
are clearly identifiable with a specific function or segment. Amounts reported as program
revenues include 1) charges to customers or applicants for goods, services, or privileges
provided, 2) operating grants and contributions, and 3) capital grants and contributions,
including special assessments. Internally dedicated resources are reported as general
revenues rather than as program revenues. Likewise, general revenues include all taxes.

-11-



County of San Bernardino Special Districts
Yucca Valley Fire Protection District
Notes to the Financial Statement
For the Fiscal Year Ended June 30, 2007

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Separate financial statements are provided for governmental funds, proprietary funds, and
fiduciary funds, even though the latter are excluded from the government-wide financial
statements. Currently, the District does not have any fiduciary fund types. Major
individual governmental funds are reported as separate columns in the fund financial
statements.

Measurement focus, basis of accounting, and financial statement presentation

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting as are the proprietary fund
financial statements. Revenues are recorded when earned and expenses are recorded
when a liability is incurred, regardless of the timing of related cash flows. Property taxes
are recognized as revenues in the year for which they are levied. Grants and similar items
are recognized as revenue as soon as all eligibility requirements imposed by the provider
have been met.

Governmenta! fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are
recognized as soon as they are both measurable and available. Revenues are considered
to be available when they are collectible within the current period or soon enough
thereafter to pay liabilities of the current period. For this purpose, the government
considers revenues to be available if they are collected within 60 days of the end of the
current fiscal period. However, for revenue derived from voluntary non-exchange
transactions, such as taxes and federal and state grants, the County expanded its
definition of “available” to 9 months. Expenditures generally are recorded when a liability
is incurred, as under accrual accounting. However, debt service expenditures, as well as
expenditures related to compensated absences and ciaims and judgments, are recorded
only when payment is due.

Property taxes are considered to be susceptible to accrual and have been recognized as
revenues in the current fiscal period. Only the portion of special assessments receivable
due within the current fiscal period is considered to be susceptible to accrual as revenue of
the current period. All other revenue items are considered to be measurable and available
only when cash is received by the government.

The government reports the following major governmental funds:
The special revenue fund (SRS) is the government’'s primary operating fund. It

accounts for all financial resources of the general government, except those
required o be accounted for in another fund.

-12-



County of San Bernardino Special Districts
Yucca Valley Fire Protection District
Notes to the Financial Statement
For the Fiscal Year Ended June 30, 2007

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

The capital project fund (CKA) is the government’s Station Remodel fund. |t
accounts for the capital project of remodeling the station.

When both restricted and unrestricted resources are available for use, it is the
government's policy to use restricted resources first, and then unrestricted resources as
they are needed.

Private-sector standards of accounting and financial reporting issued prior to December 1,
1989, generally are followed in both the government-wide and proprietary fund financial
statements to the extent that those standards do not conflict with or contradict guidance of
the Governmental Accounting Standards Board. Governments also have the option of
following subsequent private-sector guidance for their business-type activities and
enterprise funds, subject to this same limitation. The government has elected not to follow
subsequent private-sector guidance.

Proprietary funds distinguish operafing revenues and expenses from nonoperating items.
Operating revenues and expenses generally result from providing services and producing
and delivering goods in connection with a proprietary fund's principal ongoing operations.
The principal operating revenue of the Fire Protection District's enterprise fund is charges
to customers for ambulance services. Operating expenses for enterprise funds include the
cost of salaries and benefits, services and supplies, administrative expenses, and
depreciation on capital assets. All revenues and expenses not meeting these definitions
are reported as non-operating revenues and expenses.

The government reports the following major proprietary fund:

The enterprise fund labeled “Ambulance” accounts for the emergency transport
activities of the District. The District operates the ambulance activities under the
administration of San Bernardino County Fire Department.

The County Fire Depariment allocates the cost of salaries and benefits, administrative
services, and management services to the District. These costs are presented on the
financial statements as professional services, an operating expense. Previously, these
costs were shown as salaries and benefits.

Cash and cash equivalents

Cash and cash equivalents are defined as cash on hand, demand deposits and short-term
investments with original maturities of three months or less from the date of acquisition.

Cash and cash equivalents include the cash balances of substantially all funds, which are
pooled and invested by the County Treasurer to increase interest earnings through
investment activities.

-13 -



County of San Bernardino Special Districts
Yucca Valley Fire Protection District
Notes to the Financial Statement
For the Fiscal Year Ended June 30, 2007

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

investment activities are governed by the California Government Code Sections 53601,
53635, and 53638 and the County's Investment Policy. Authorized investments include
U. 8. Government Treasury and Agency securities, bankers’ acceptances, commercial
paper, medium-term notes, mutual funds, repurchase agreements, and reverse
repurchase agreements.

Interest income, and realized gains and losses earned on pooled invesiments are
deposited quarterly to the District's accounts based upon the District's average daily
deposit balances during the quarter. Unrealized gains and losses of the pooled
investments are distributed to the District annually. Cash and cash equivaients are shown
at fair value as of June 30, 2007.

Property taxes

Secured property taxes are levied in two equal installments, November 1 and February 1.
They become delinquent with penalties after December 10 and April 10, respectively. The
lien date is January 1 of each year. Unsecured property taxes are due on the March 1 lien
date and become delinquent with penalties after August 31.

Fund equity

In the fund financial statements, governmental funds report reservations of fund balance
for amounts that are not available for appropriation or are legally restricted by outside
parties for use for a specific purpose. Designations of fund balance represent tentative
management plans that are subject to change.

Capital assets

Capital assets, which include property, plant and equipment, and infrastructure assets
(e.g., roads, bridges, sidewalks, and similar items), are reported in the applicable
governmental or business-type activities columns in the governmentwide financial
statements. Capital assets are defined by the government as assets with an initial,
individual cost of more than $5,000 (for improvements to land and structures and
equipment) and have an estimated useful life in excess of one (1) year. Structures with an
initial cost of $100,000 are considered capital assets. Such assets are recorded at
historical cost or estimated historical cost if purchased or constructed. Donated capital
assets are recorded at estimated fair market value at the date of donation.

The cost of normal maintenance and repairs that do not add to the value of the asset or

materially extend asset lives are not capitalized. Major outlays for capital assets and
improvements are capitalized as projects are constructed.

- 14 -



County of San Bernardino Special Districts
Yucca Valley Fire Protection District
Notes to the Financial Statement
For the Fiscal Year Ended June 30, 2007

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Property, plant and equipment of the government are depreciated using the straight-line
method over the following estimated useful lives:

Assets Years
Improvements to land 40
Structures & improvements 5-45
Equipment and vehicles 6-15

Use of estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect certain
reported amounts and disclosures. Accordingly, actual resuits could differ from those
estimates.

Employee compensated absences

Accumulated vacation, holiday benefits, sick pay and compensatory time are recorded as
an expense and liability as the benefits are earned. Compensated absence liabilities are
recorded as a current liability. The District is not obligated to pay for unused sick leave if
an employee terminates or retires.

Compensated absences activity for the year ended June 30, 2007 was as follows:

Beginning Additions Deletions Ending
Balance Balance
$13,379 $ 9,583 $ 10,147 $12,815

Stewardship, compliance and accountability

A. Budgetary information

In accordance with provisions of Section 29000 - 29143 of the Government Code of
the State of California, commonly known as the County Budget Act, the District
prepares and adopts a budget on or before August 30 for each fiscal year.

Budgets are prepared on the modified accrual basis of accounting. The legal level of
budgetary control is the object level and the sub-object level for capital assets within
each fund.

15-



County of San Bernardino Special Districts
Yucca Valley Fire Protection District
Notes to the Financial Statements
For the Fiscal Year Ended June 30, 2007

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES -~ Continued

Amendments or transfers of appropriations between funds or departments must be
approved by the Board. Transfers at the sub-object level or cost center level may be
done at the discretion of the Special District's Administration Department head.

Any deficiency of budgeted revenues and other financing sources over expenditures
and other financing uses is financed by beginning available fund balances as provided
for in the County Budget Act.

B. Encumbrances

Encumbrance accounting is employed in governmental funds. Encumbrances (e.g.,
purchase orders, contracts) outstanding at year end are reported as reservations of
fund balances and do not consfifule expenditures or liabilities because the
commitments will be reappropriated and honored during the subsequent year.

C. Net Assets

Net assets comprise the various net earnings from operating and non-operating
revenues, expenses and contribution of capital. Net assets are classified in the
following three components:

Invested in capital assets, net of related debt — This component of net assets
consists of capital assets, including restricted capital assets, net of accumulated
depreciation and reduced by the outstanding balances of any bonds, mortgages,
notes, or other borrowings that are attributable to the acquisition, construction, or
improvement of those assets.

Unrestricted — The component of net asset consist of net assets of the County that are
not restricted for any project or other purpose.

Net asset amounts at June 30, 2007 were as foliows:

Governmental Business-Type

Activities Activities
Invested in capital assets, net of related debt: Net
land, improvements to land, infrastructure,
construction in progress, utility plant in service,
structures and improvements, and equipment
and vehicles $ 545634 $ 32,825
Unrestricted 1,107,539 282,448
Total net assets $ 16853173 $ 315273

-16 -



County of San Bernardino Special Districts
Yucca Valley Fire Protection District
Notes to the Financial Statements
For the Fiscal Year Ended June 30, 2007

NOTE 2: CASH AND INVESTMENTS

Cash and investments include the cash balances of substantially all funds which are
pooled (the “pool”) and invested by the County Treasurer for the purpose of increasing
interest earnings through investment activities. The pool is not registered as an
investment company with the Securities and Exchange Commission (SEC) nor is it an
SEC Rule 2a7 - like pool. The pool does not issue a separate report. Included also are
cash and investments held by certain joint powers authorities and cash held by various
trustee financial institutions in accordance with the California Government Code.

State law now requires that all operating monies of the County, school districts, and
board-governed special districts be held by the County Treasurer. The net asset value
associated with legally mandated participants in the asset pool was $3.94 billion at June
30, 2007.

As of June 30, 2007, the fair value of the County Pool was $3.96 billion. Approximately
9% of the County pool is attributable to the County General Fund, with the remainder of
the balance comprised of other County funds, school districts and special districts.
Additionally, as of June 30, 2007, $27.3 million of the amounts deposited in the County
pool was attributable to depositors who are not required to, but choose to, invest in the
County pool. These include independent special districts, State Trial Court, and other
governmental agencies. The deposits held for both involuntary and voluntary entities
are reported in Investment Trust Fund.

Investments authorized by debt agreement

Investment of debt proceeds held by bond trustees are governed by provisions of the
trust agreements, created in connection with the issuance of debt rather than the
general provisions of the California Government Code. Certificates of Participation and
Revenue Bond indentures specify the types of securities in which proceeds may be
invested as well as any related insurance, collateral, or minimum credit rating
requirements. Although requirements may vary between debt issues, money market
funds are all required to be investment grade. Guaranteed investment contracts are
required to be acceptable to the municipal bond insurer. The fair value of investments
is based on the valuation provided by trustee banks.

Investment credit risk

Investment credit risk exists when there is a possibility the issuer or other counterparty
to an investment may be unable to fulfill its obligations. GASB Statement No. 40
requires the disclosure of credit quality ratings for investments in debt securities as well
as investments in external investment pools, money market funds, and other pooled
investments of fixed income securities.

-7 -



County of San Bernardino Special Districts
Yucca Valley Fire Protection District
Notes to the Financial Statements
For the Fiscal Year Ended June 30, 2007

NOTE 2: CASH AND INVESTMENTS-Continued

California Law and San Bernardino County Treasury Pool Investment Policy (where
more restrictive) place limitations on the purchase of investments in the County Pool.
Purchases of commercial paper and negotiable certificates of deposit are restricted to
the top two ratings issued by a minimum of two of three nationally recognized statistical
rating organizations (NRSRO’s). For an issuer of short-term debt, the rating must be no
less than A-1 (S&P), P-1 (Moody's), or F-1 (Fitch) while an issuer of long-term corporate
debt must have a minimum letter rating of “AA”. Federal Agency notes and bonds,
municipal notes and bonds, and money market mutual funds must have a minimum
letter rating of *AAA”, Limits are also placed on the maximum percentage investment
by sector and by individual issuer (see schedule). As of June 30, 2007, all investments
held by the County Pool were within policy limits.

Concentration of credit risk

An increased risk of loss occurs as more investments are acquired from one issuer (i.e.
lack of diversification). This results in a concentration of credit risk.

GASB Statement No. 40 requires disclosure of investments by amount and issuer that
represent five-percent or more of total investments held. This requirement exciudes
investments issued or explicitly guaranteed by the United States Government,
investments in mutual funds, external investment pools, and other pooled investments.
As of June 30, 2007, the following issuers represented more than five-percent of the
County Pool balance (amounts in thousands):

Fair % of
Issuer Value Portfolio
FHLB $ 886,893 22.52%
FNMA $ 612,422 15.55%
FFCB $ 303,736 10.00%
FHLMC $ 347,172 8.81%

Interest rate risk

Interest rate risk exists when there is a possibility that changes in interest rates could
adversely affect an investment’s fair value. Generally, the longer the maturity of an
investment, the greater the interest rate risk associated with that investment.

GASB Statement No. 40 requires that interest rate risk be disclosed using a minimum of

one of five approved methods which are: segmented time distribution, specific
identification, weighted average maturity, duration, and simulated model.
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NOTE 2: CASH AND INVESTMENTS-Continued

The County manages its exposure to interest rate risk by carefully matching cash flows
and maturing positions to meet expenditures, limiting 40% of the County Pool to
maturities of one year or less, and by maintaining an overall effective duration of 1.5
years or less. Duration is a measure of a fixed income’s cash flow using present
values, weighted for cash flows as a percentage of the investments full price. Effective
duration makes assumptions regarding the most likely timing and amounts of variable
cash flows arising from such investments as callable bonds.

California Law and where more restrictive, the San Bernardino County Pool investment
Policy, place limitations on the maximum maturity of investments to be purchased by
sector (see schedule, amounts in thousands). As of June 30, 2007, all investments held
by the County Pool were within policy limits.

Fair Maturity Maturity Average Effective
Security Type Value Range (Days) Limits Maturity Duration
Certificates of Deposit $ 749,402 6 - 347 365 days 164 0.43
Commercial Paper $ 696,004 2-101 270 days 19 0.05
Corporate Notes 3 9,392 490 18 months 490 1.26
Federal Agencies $2,240,223 11 - 1058 5 years 472 1.13
Money Market Funds $ 25,000 1 imm. Lig. 1 0.003
Repurchase Agreements $ 100,001 2 180 days 2 0.005
U.S. Treasuries $ 144,384 46 - 777 5 years 231 0.61
Total Securities $ 3,864,486 311 0.76

Custodial credit risk

Custodial Credit Risk for Deposits exists when, in the event of a depository financial
institution failure, a government may be unable to recover deposits, or recover coliateral
securities that are in the possession of an outside party.

GASB Statement No. 40 requires the disclosure of deposits into a financial institution
that are not covered by FDIC depository insurance and are uncollateralized.

California Law requires that a financial institution secure deposits made by state or local
government units by pledging securities in an undivided collateral pool held by a
depository regulated under state law (unless so waived by the governmental unit). The
market value of the pledged securities in the collateral pool must equal at least 110% of
the total amount deposited by the public agencies. California law also allows financial
institutions to secure County deposits by pledging first trust deed mortgage notes
having a value of 150% of the secured public deposits.

-19 -



County of San Bernardino Special Districts
Yucca Valley Fire Protection District
Notes to the Financial Statements
For the Fiscal Year Ended June 30, 2007

NOTE 2: CASH AND INVESTMENTS-Continued

As of June 30, 2007, the carrying amount of the County’s deposits was $58.1 million
and the corresponding bank balance was $69.6 million. The difference of $11.5 million
was primarily due to outstanding warrants, wires and deposits in transit. Of the bank
balance, $200,000 was insured by the FDIC depository insurance and $69.4 million was
uncollateralized and not insured by FDIC depository insurance.

Custedial Credit Risk for Investments exists when, in the event of a failure of the
counterparty (e.g., broker-dealer) to a transaction, a government will not be able to
recover the value of its investment or collateral securities that are in the possession of
another party.

In order to limit Custodial Credit Risk for Investments, San Bernardino County Pool
Investment Policy requires that all invesiments and investment collateral be transacted
on a delivery versus payment basis with a third-party custodian and registered in the
County’s name. All counterparties to repurchase agreements must sign a PSA Master
Repurchase Agreement and/or Tri-Party Repurchase Agreement before engaging in
repurchase agreement transactions.

A summary of the investments held by the County Treasurer is as follows (amounts in
thousands):

Wendmn Incivicual %of
Far S8P  Moodfs Fitch Alowed tssuer Pool
lesvestment Type Cost Value Reing Raling Raing _ %of Fortfolio Limitations 06/30107
US Tressury Secunties $ 1445835  § 144,384 ABA Aza AAL 100% None 300
US Gowerrment Agendies 2248987 2240223 AAD Aza AAL 5% None .90
Negotiable Certif cates of Deposit 750,144 T4 AR P1 Fl+ % SHOOMV 80
Conmercial Paper 692,120 800 AN P1 F1+ 40% 108 17.00
Comorate Notes 9478 a3 AA Aat Abd 10% $50MM 03¢
Morey Market Mutual Funds 25000 B00  AM Aza AAA 5% 10% 050
Repurchase Ageerments 100000 100,001 i P1 F1+ 40% Nore 250
Total Treesurer's Podled Invesiments 3 3088264 % 3,984,496
investrrents Controlled by Ascal Agents:
Guaraniped Investment Contracts BT 3017
U.S Treasury Secuities 84372 84372
LS Agengy Discourt Notes 60603 8,603
Yotal investments Contralled
by Fiscal Agents $ 125802 3§ 126,892
Total lrwestments $ 4005156 § 4,091,383
CaghinBanks:
Nervinterest Bearing Deposits $ 58,006
Total Cash and irvesiments $ 4148451
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NOTE 2: CASH AND INVESTMENTS-Continued

As of June 30, 2007, cash and cash equivalents for the District are classified in the
accompanying financial statements as follows:

Total Total
Governmental Business-Type
Activities Activities
Cash and cash equivalents $ 950,208 § 31,989
Total Cash and cash equivalents  § 950,209 $ 31,999

The following represents a condensed statement of net assets and changes in net
assets for the Treasurer's investment pool as of June 30, 2007 (amounts in thousands):

Statement of Net Assets
Equity of infernal pool participants $ 1,698,508
Equity of external pool participants:
Voluntary 27,346
involuntary 2,238.642
Total Net Assets held for pooi participants $ 306449
Statement of Changes in Netf Assets
Net Assets at July 1, 2008 $ 3335214
Net change in investments by pool participants 629,282
Net Assets at June 30, 2007 $ 3,964,496

NOTE 3: CAPITAL ASSETS

The costs of building and acquiring capital assets (land, buildings, vehicles and
equipment) financed from the governmental funds are reported as expenditures in the
year they are incurred, and the assets do not appear on the balance sheet. However,
the statement of net assets includes those capital assets among the assets of the
District as a whole, and their original costs are expensed annually over their useful lives.
Capital asset activity for governmental and business-type activities for the year ended
June 30, 2007 follows:
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NOTE 3: CAPITAL ASSETS-Continued

Govemmental Activities

Balance at Balance at
July 1, 2006 Additions Disposals June 30, 2007
Capital assets not being depeciated:
Land $ 8271 § -3 - $ 8271
Total capital assets not being depreciated 8,271 - - 8271
Capital assets being depreciated:
Improvements to land 8,359 27,506 - 35,865
Structures and improvements 222,880 - - 222880
Equipment and vehicles 1,689,372 306,348 30474 1,855,246
Total capital assets being depreciated 1,820,611 423,854 30,474 2,213,991
Less acoumulated depreciation for:
improverments to land 5,050 515 - 5,565
Structures and improvements 29,038 4,953 - 33,991
Equipment and vehicles 1,569,736 68,351 1,016 1,637,072
Total accurnulated depreciation 1,603,824 73,819 1,015 1,676,628
Total capital assets being depreciated, net 216,787 537,363
Total net capital assets $ 2250858 $ 545834
Business-type activities
Balance at Balance at
July 1,2006  Additions Disposals June 30, 2007
Capital assets being depreciated:
Equipment and Vehicles $ 261287 $ - _$ 198,765 $ 82522
Total capital assets being depreciated 261,287 - 108,765 62,522
Less accumulated depreciation for:
Equipment and Vehicles 156,623 23,164 150,000 $ 29,697
Total accumuiated depreciation 156,623 23164 150,080 29,697
Total capital asseis being depreciated, net 104,664 32,825
Total net capital assets $ 104,664 $ 32,825
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NOTE 4: SELF INSURANCE

The District is insured through the County’s self-insurance programs for public liability,
property damage, unemployment insurance, employee dental insurance, hospital and
medical malpractice liability, and workers' compensation claims. Public liability claims
are self-insured for up to $1 million per occurrence. Excess insurance coverage over
the Self-Insured Retention (SIR) up to $25 million is provided through a Risk Pool
Agreement with California State Association of Counties (CSAC) Excess Insurance
Authority (“EIA”) Liability Program |l. Workers' compensation claims are self-insured up
to $2 million per occurrence, and covered by CSAC EIA for up to $10 million for
employer's liability, and up to $50 million for workers’ compensation per occurrence.
Property damage claims are insured on an occurrence basis over a $25,000 deductible,
and insured with CSAC EIA Property Program.

The County supplements its self-insurance for medical malpractice claims with CSAC
EIA, which provides annuail coverage on a claim made form basis with a SIR of $1
million for each claim. Maximum coverage under the policy is $11.5 million per claim
with an additional $10 million in limits provided by the CSAC EIA General Liability
Program.

All public officials and County employees are insured under a blanket Comprehensive
Disappearance, Destruction, and Dishonesty policy covering County monies and
securities, also with CSAC EIA with a $100,000 deductible, and excess limits up to $10
million per occurrence.

The activities related to such programs are accounted for in the County’s Risk
Management Fund (an Internal Service Fund), except for unemployment insurance and
employee dental insurance, which are accounted for in the General Fund. The IBNR
and IBNS liabilities stated on the Risk Management fund’s balance sheet are based
upon the results of actuarial studies, and include amounts for allocated and unallocated
loss adjustment expenses. The liabilities for these claims are reported using a
discounted rate of 4.75%. It is the County’s practice to obtain actuarial studies on an
annual basis.

The County has a risk management investment program agreement with the Bank of
New York to finance the self-insured general liability, automobile liability, workers’
compensation, and medical malpractice programs. The County’s investment in the
agreement totaled $50.3 million at June 30, 2007.

The total claims liability of $129.7 million reported on the Risk Management fund'’s
balance sheet at June 30, 2007 is based on the requirements of GASB Statement No.
10, Accounting and Financial Reporting for Risk Financing and Related Insurance
[ssues, which requires that a liability for claims be reported if information prior to the
issuance of the financial statements indicates that it is probable that a liability has been
incurred at the date of the financial statements, and the amount of the loss can be
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NOTE 4: SELF INSURANCE -Continued

reasonably estimated. Changes in the claims liability amount in fiscal years 2006 and
2007 were:

Current-Year

Beginning of Claims and Balance
Fiscal Year Changes in Claims at Fiscal
Liability Estimates Payments Year-End
Fiscal
Year (in thousands) (in thousands) (in thousands) (in thousands)
2005-06 $115,714 $46,926 ($35,407) $127,233
2006-07 $127,233 $34,312 ($31,862) $129,683

NOTE 5: RETIREMENT PLAN

Plan Description

The San Bernardino County Employees’ Retirement Association (SBCERA) is a cost-
sharing multiple-employer defined benefit pension plan (the “Plan”) operating under the
California County Employees Retirement Act of 1937 (“1937 Act”). it provides
retirement, death, and disability benefits to members. Although legally established as a
single employer plan, the City of Big Bear Lake, the City of Chino Hills, the California
State Association of Counties, the San Bernardino County Law Library, Crest Forest
Fire Protection District, Mojave Desert Air Quality Management District (MDAQMD) and
the South Coast Air Quality Management District (the “AQMD”), were later included,
along with the County of San Bernardino (the “County”), and are collectively referred to
as the “Participating Members”. The plan is governed by the San Bernardino Board of
Retirement under the 1937 Act. Employees become eligible for membership on their
first day of regular employment and become fully vested after 5 years. SBCERA issues
a stand-alone financial report, which may be obtained by contacting the Board of
Retirement, 348 W Hospitality Lane - 3" floor, San Bernardino, California 92415-0014.

Fiduciary Responsibility

The Retirement Association is controlled by its own board, the Retirement Board, which
acts as a fiduciary agent for the accounting and control of member and employee
confributions and investment income. The Retirement Association publishes its own
Comprehensive Annual Financial Report and receives a separate independent audit.
The Retirement Association is also a legally separate entity from the County and not a
component unit. For these reasons, the County’s Comprehensive Annual Financial
Report excludes the Retirement Association pension trust fund as of June 30, 2007.
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NOTE 5: RETIREMENT PLAN-Continued

Funding Policy {amounts reported in thousands)

Participating members are required by statute (Sections 31621, 31621.2 and 31639.25 of
the California Government Code) to contribute a percentage of covered salary bases on
certain actuarial assumptions and their age at entry to the Plan. Employee contribution
rates vary according to age and classification (general or safety). Members are required to
contribute 8.97% - 12.84% for general members and 11.14% - 15.08% for safety
members, of their annual covered salary of which the County pays approximately 7%.
County of San Bernardino employer contribution rates are as follow: County General
12.03%, County Safety 24.84%. All employers combined are required to contribute
14.46% of the current year covered payroll. For 2007, the County’s annual pension cost of
$194.130 was equal to the County's required and actual contributions. Employee
contribution rates are established and may be amended pursuant to Articles 6 and 6.8 of
the 1937 Act. Employer rates are determined pursuant to Sections 31453 of the 1937 Act.

The County’s annual pension cost and prepaid asset, computed in accordance with GASB
27, Accounting for Pensions by State and Local Governmental Employers, for the year
ended June 30, 2007, were as follows:

Annual Required Contribution (County fiscal year basis) $ 194,130
Interest On Pension Assets (33,738)
Adjustment To The Annual Required Contribution 44,089
Annual Pension Cost 204,461
Annual Confributions Made 194,130
increase/(Decrease) in Pension Assets {10,331)
Pension Asset, Beginning of Year 838,933
Pension Asset, End of Year 828,602

The following table shows the County's required contributions and percentage contributed,
for the current year and two preceding years:

Annual Contributions Made

Year Ended Percentage
June 30, SBCERA County Contributed
2005 161,906 141,450 100%
2008 197,343 166,614 100%
2007 239,857 164,130 100%

The County, along with the AQMD, issued Pension Refunding Bonds (the “Bonds”) in
November 1995 with an aggregate amount of $420,527. These Bonds were issued to
allow the County and the AQMD to refinance each of their unfunded accrued actuarial

liabilities with respect to retirement benefits for their respective employees. The Bonds are
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NOTE 5: RETIREMENT PLAN-Continued

the obligations of the employers participating in the Plan and the assets of the Plan do not
secure the Bonds. The County’s portion of the bond issuance was $386,266. The current
amount outstanding at June 30, 2007 is $438,668.

On June 24, 2004, the County issued its County of San Bernardino Pension Obligation
Bonds, Series 2004 A (Fixed Rate Bonds), its County of San Bernardino Pension
Obligation Bonds, Series 2004 B (Auction Rate Bonds), and its County of San Bernardino
Pension Obligation Bonds, Series 2004 C (index Bonds) in a respective aggregate
principal amounts of $189,070, $149,825, and $125,000. The Bonds were issued to
finance the County’s share of the unfunded accrued actuarial liability of the SBCERA. The
current amount outstanding at June 30, 2007 is $459,930.

On April 16, 2008, the County issued its County of San Bernardino Pension Obligation
Refunding Bonds, Series 2008, in the amount of $160,900 to refund a portion of the
County of San Bernardino 1995 Pension Obligation Refunding Bonds, refund a portion
of the County of San Bernardino Pension Obligation Bonds, Series 2004 A and refund
ali of the County of San Bernardino Pension Obligation Bonds, Series 2004 B.

NOTE 6: FEDERAL AND STATE GRANTS

From time to time the District may receive funds from various Federal and State agencies.
The grant programs are subject to audit by agents of the granting authority, the purpose of
which is to ensure compliance with conditions precedent to the granting of funds.

NOTE 7: PROPOSITION 111 APPROPRIATION LIMITS

Proposition 111, which added Article XilIB to the State Constitution, established limits on
budget appropriations in order fo restrict government spending. We have reviewed the
proceeds of taxes received by the District during the 2003-2004 fiscal year, and have
found the revenue to be within the guidelines established by Proposition 111.

NOTE 8: CONTRIBUTIONS TO/FROM GOVERNMENTS

Contributions from other governments as of June 30, 2007 consists of:

$411,995 Memoranda of Understanding (MOU) support for firefighters from
County General Fund
60,858 Equipment and vehicles transferred in from other fire districts
$472,853 Total contributions from other governments

- 26 -



County of San Bernardino Special Districts
Yucca Valley Fire Protection District
Notes to the Financial Statements
For the Fiscal Year Ended June 30, 2007

NOTE 8: CONTRIBUTIONS TO/FROM GOVERNMENTS-Continued
Contributions to other governments as of June 30, 2007 consists of:

$ 8,755 Equipment transferred to other fire districts
$ 8,755 Total contributions to other governments

NOTE 9: DUE FROM OTHER GOVERNMENTS

The amount reported as due from other governments consists of the District's share of
cash for capital replacement held in County-wide fire fund SKK that was loaned to CSA
38 as of June 30, 2007.

NOTE 10: OPERATING TRANSFERS IN (OUT)

Interfund Transfers In (Out) transactions are used to reimburse an operating fund and
transfer cash between governmental funds and enterprise funds. At June 30, 2007, the
District made the following Interfund Transfers In and Out:

Fund Purpose Amount
EGP Assets transferred to SRS $ (48,675)
EGP To SRS for share of ambulance costs (334,000)
EGP To SRS for share of operating costs (194,387)
SRS Assets transferred from EGP 48,675
SRS From EGP for share of ambulance costs 334,000
SRS From EGP for share of operating costs 194,387
Net interfund transfers $ -
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Budgetary Comparison Schedule-Special Revenue Fund

For the Fiscal Year Ended June 30, 2007

Budgetary fund balance
July 1, 2006

Resources (Infiows):

Property taxes

Rents

State aid

Federal aid

Other

Contributions from other governments
Operating transfer in

Amount available for

appropriation

Charges to appropriations (Outflows)
Salaries and benefits

Services and supplies

Rentis

Professional services

Operating transfer out

Reserves and contingencies
Structures

Vehicles

Total charges to appropriations

Budgetary fund balance
June 30, 2007

Variance with
Budgeted Amounts Actual Amounts Final Budget

Budgetary Positive

Qriginal Final Basis (Negative)
$ 426,440 $ 426440 426,440 $ -
3,611,142 3611142 4,021,309 410,167
47,040 47,040 46,998 {(42)

- - 51,824 51,924

- - 17,464 17,464

700 700 163,788 163,088

- - 411,995 411,995

1,097,352 1,097,352 528,387 {568,965)

$ 5,182,674 $ 5,182,674 5,668,305 $ 485,631
$ 178,597 $ 178,587 171,839 $ 8,758
584,877 584,877 711,773 (126,896)
46,220 46,220 14,370 31,850
3,912,974 3,912,974 3,503,192 409,782
198,472 198,472 - 188,472
27,781 27,781 - 27,781

- - 27,508 {27,608)

238,000 238,000 123,723 114,277
5,186,921 5,186,921 4,552 403 634,518
$ {(4,247) $ (4,247) 1,115,902 $ 1,120,149
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